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Introduction 

In  the  Omnibus  Budget  Reconciliation  Act  of  1989  (OBRA  1989),  Congress 
enacted  legislation  that  will  dramatically  change  how  physicians  are  reimbursed 
under  Medicare.^      Part  of  the  reform  package  includes  the  adoption  of  a 
resource-based  relative  value  scale,  together  with  some  limits  on  physicians' 
ability  to  charge  patients  in  excess  of  the  new  fee  schedule.    An  additional 
key  element  of  the  reform  package  was  the  enactment  of  a  policy  of  Medicare 
volume  performance  standards  (MVPS).    In  essence,  target  rates  of  growth  for 
physician  services  are  established.    If  the  actual  volume  of  services  as 
measured  by  Medicare  physician  expenditures  increases  at  a  faster  rate  than  the 
target,  then  future  updates  for  physician  fees  will  be  reduced  below  the  rate 
of  increase  that  otherwise  would  have  occurred.    Thus,  the  MVPS  are  rates  of 
increase  and  not  limits  on  expenditures. 

Initially,  the  volvmie  performance  standards  have  been  set  at  the  national 
level. ^     The  Congress  also  required  the  Secretary  of  Health  and  Human  Services 
to  study  approaches  for  providing  for  volume  performance  standards  at  a 
subnational  level.    Consideration  was  to  be  given  to  smaller  geographic  units 
as  well  as  the  feasibility  of  enacting  standards  on  a  type-of-service  or 
specialty-specific  basis.    The  problem  is  that  volume  performance  standards 
established  at  the  national  level  provide  very  weak  incentives  for  physicians 
to  modify  behavior.    In  contrast,  volume  performance  standards  that  apply  at  a 
smaller,  more  localized  geographic  area,  and  perhaps  by  type-of-service  or 


1.  OBRA  1989  (PLlOl-239)  Part  2  provisions  relating  to  Part  B,  Subpart  A,  General 
Provisions,  Section  6102(a)  Physician  Payment  Reforms  amends  the  Social 
Security  Act  by  adding  new  Section  1848  -  Payment  for  Physician  Services. 

2.  The  MVPS  for  FY  1990  is  9.1  percent  for  all  physician  services.    The  MVPS  rate 
of  increase  for  FY  1991  is  7.3  percent  for  all  services,  3.3  percent  for 
surgical  services  and  8.6  percent  for  medical  services.    See  Federal 
Register  54(249)  53819-5381  and  55(250)  53356-53360.    Federal  FY  is  October 

1  to  September  31. 


jh. 3900:3983-2 


2 


specialty,  theoretically  would  affect  physicians  more  directly  and  therefore 
provide  stronger  incentives  to  respond  to  the  targets. 

Volume  performance  standards  at  the  specialty  level,  at  least  for  some 
specialties,  would  take  advantage  of  existing  institutional  arrangements. 
Specialty  societies  have  existed  at  the  state  or  local  level  for  many  years  and 
could  evolve  into  organizations  that  could  respond  to  incentives.    For  example, 
HCFA  could  provide  specialty  societies  with  information  on  provision  patterns 
of  area  physicians  in  the  specialty.    If  the  volume  of  services  provided  by 
physicians  in  this  specialty  exceeded  the  target,  and  all  physicians  in  the 
specialty  therefore  received  lower  or  no  fee  updates  in  a  si±)sequent  year,  the 
organization  would  have  strong  incentives  to  use  this  information  to  identify 
outliers  and  apply  peer  pressure  to  those  physicians  responsible  for  the 
reductions  in  fees.    Specialties  are  appropriate  for  this  purpose  because  there 
is  reasonable  homogeneity  within  specialties  in  the  types  of  services  they 
provide,  and  for  many  specialties  there  are  no  close  service  substitutes. 
Specialty  societies  could  develop  guidelines  of  appropriate  practice  patterns 
and  use  these  guidelines  to  standardize  practice  and  perhaps  reduce  volume. 
There  are  also  a  number  of  serious  problems  with  specialty-specific  targets, 
v^ich  we  discuss  in  the  concluding  section. 

This  paper  examines  growth  in  Medicare  physician  services  and  allowed 
charges  by  specialty  for  CY  1985-1988,  identifies  the  kinds  of  services  that 
each  specialty  provides,  and  examines  changes  in  services  and  allowed  charges 
for  each.    The  paper  relies  on  a  new  type  of  service  taxonomy  to  organize 
services  that  physicians  in  each  specialty  perform.    This  type-of-service 
classification  system  was  developed  by  the  co-authors  together  with  a  [small] 
group  of  physician  consultants  for  the  purpose  of  analyzing  the  growth  of 
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physician  services  in  Medicare.-^     The  system  organizes  physician  services  into 
20  categories  as  seen  in  Table  1.    The  first  group  is  evaluation  and  management 
(E  &  M)  services.'^      These  consist  of  office  visits,  hospital  visits,  emergency 
room  services,  nursing  home  and  home  visits,  consultations,  and  a  final 
category,  specialty-specific  evaluation  and  management  services.    The  latter 
consists  of  specialty-specific  evaluation  and  management  procedure  codes  that 
are  throughout  the  Current  Procedure  Terminology-4  (CPT-4)  system.  Specialty 
specific  E/M  services  consist  largely  of  services  provided  by  ophthalmologists, 
psychiatrists,  and  pathologists,  but  include  a  wide  range  of  other  evaluation 
and  management  services. 

The  second  major  class  of  services  is  procedures.    Procedures  are  divided 
into  major  and  ambulatory.    The  three  major  categories  are  cardiovascular, 
orthopedic,  and  general.    Ambulatory  procedures  include  eye  procedures,  other 
surgical  procedures,  endoscopies,  oncology  procedures,  and  dialysis.  Imaging 
procedures  are  divided  into  four  categories:    standard  imaging,  which  includes 
routine  x-rays  and  nuclear  medicine;  advanced  imaging,  which  is  comprised  of  CT 
scans  and  magnetic  resonance  imaging;  sonographic  imaging;  and  imaging  with  a 
significant  procedure,  consisting  largely  of  cardiac  catheterizations.  The 
final  category  is  tests,  which  are  divided  into  laboratory  tests  and  other 
tests;  the  latter  principally  includes  cardiovascular  tests. 

The  body  of  this  paper  describes  the  growth  for  each  of  the  major  Medicare 
providing  specialties  using  this  type  of  service  system.     (Anesthesiology  is 


3.  Robert  Berenson  and  John  Holahan,  "Using  a  New  Type-of-Service  Classification 
System  to  Analyze  the  Growth  in  Medicare  Physician  Expenditures,  1985-1988," 
Urban  Institute  Working  Paper  3983-01. 

4.  The  Berenson-Holahan  type-of-service  classification  system  defines  E  &  M 
services  from  a  clinical  perspective.    The  Medicare  payment  definition  of 
evaluation  and  management  services  is  a  more  limited  subset  of  services 
consisting  of  CPT-4  code  ranges  90200-90292,  90600-90654,  90699,  90750- 
90764,  90801-90862,  99062-99065,  and  99160-99174. 
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Table  1 

Type  of  Service  Classification  System 
(Numbers  of  Procedure  Codes,  Allowed  Charges,  1988, 
and  Annual  Growth  Rates,  1985-1988) 


Allowed         %  of  All 
HCPCS  Charges  Allowed 

Codes      (in  millions)  Charges 


Evaluation  and  Management  Services  (M) 
Office  Visits 
Hospital  Visits 
Emergency  Room  Services 
Nursing  Home  and  Home 
Specialty  Specific  Eval.  &  Mgmt.  Serv. 
Consultations 

54 
39 
21 
94 
221 
21 

$3,151.7 
3,105.5 
327.9 
364.3 
1,254.0 
929.2 

11.64% 
11.47% 
1.21% 
1.35% 
4.63% 
3.43% 

Procedures  (?) 

Major  Procedures 

UaruxOVaSCUxaL 

Orthopedic 

474 
647 
1400 

1,475.6 
853.4 
1,609.3 

5.45% 
3.15% 
5.94% 

Ambulatory  Procedures 
Eye 
Other 

208 
1270 

2,386.7 
942.5 

8.82% 
3.48% 

Minor  Procedures 
Oncology  Services 
Endoscopy  Procedures 
Dialysis  Services 

992 
171 
380 
53 

821.2 
454.8 
1,228.8 
233.7 

3.03% 
1.68% 
4.54% 
0.86% 

Imaging  Procedures  ( I ) 
Standard  Imaging 
Advanced  Imaging 
Sonography 
Imaging/Procedure 

1  41 

96 
259 

689.9 
512.0 

J  .  OD^ 

2.55% 
1.89% 

Tests  (T) 
Lab  Tests 
Other  Tests 

1510 
524 

1,425.8 
1,188.7 

5.27% 
4 . 39% 

Anesthesiology  (A) 

1,126.7 

4.16% 

Other  (0) 

A-V  HCPCS  Codes  (except 
W-Z  Local  Codes 
Other  Unassigned 

M,P,R) 

468.8 
66.9 
159.5 

1.73% 
0.25% 
0.59% 

9,576 

$27,074.8 

100.00% 

SOURCE:    Tabulations  from  the  1985  and  1988  BMAD  procedure  files. 
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not  included  because  it  is  outside  the  scope  of  this  study. )    Detailed  tables 
are  provided  in  the  appendix  which  provide  information  on  individual  services 
that  accounted  for  at  least  1.5  percent  of  all  Medicare  allowed  charges  for 
that  specialty  in  any  year  between  1985  cind  1988.     (Allowed  charges  represents 
the  amount  that  Medicare  recognizes  for  payment  purposes;  it  includes  the 
Medicare  reimbursement  amount  as  well  as  deductibles  and  coinsurance  which  must 
be  paid  by  beneficiaries.) 

Figure  1  provides  an  overview  of  the  growth  in  allowed  charges  for 
Medicare  physician  service  by  specialty.    The  figure  provides  a  useful  summary 
of  the  information  that  will  be  provided  in  the  rest  of  this  paper.  Allowed 
charges  for  all  physicians  increased  by  12.2  percent  per  year.    The  n\miber  of 
enrollees  increased  by  about  2  percent.    Medicare  reimbursement  rates  increased 
by  4  to  4.5  percent  per  year.    Thus,  annual  growth  in  excess  of,  say,  7  percent 
is  for  the  most  part  attributable  to  the  growth  in  the  volume  and  intensity  of 
physician  services.    (More  precise  measurement  of  growth  in  volume  and 
intensity  will  be  conducted  in  another  part  of  this  project.) 

Figure  1  reveals  that  the  growth  in  Medicare  allowed  charges  is  not  evenly 
distributed  across  specialties.    General  and  family  practitioners  and  internal 
medicine  specialists  have  had  very  little  nominal  growth  in  allowed  charges. 
These  two  groups  of  physicians  provide  for  over  half  of  all  the  Medicare 
payments  to  medical  specialists.    Other  medical  specialists,  such  as 
cardiologists  and  gastroenterologists,  have  had  much  higher  rates  of  growth. 

Allowed  charges  by  all  surgical  specialties  increased  by  11.8  percent. 
However,  general  surgeons  barely  grew  at  the  rate  of  the  increase  in  enrollment 
and  reimbursement  rates.    Other  surgical  specialists  had  considerably  higher 
rates  of  increase.    For  example,  ophthalmologists,  who  are  the  second- ranking 
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specialty  in  terms  of  absolute  dollars,  had  rates  of  increase  in  allowed 
charges  of  14.8  percent  per  year.    Radiology,  reflecting  the  n\jinerous  advances 
in  sophisticated  imaging  technology,  had  annual  increases  in  allowed  charges  of 
14.2  percent.    Finally,  there  was  an  average  annual  increase  of  17.7  percent  in 
pathology  and  laboratory  services,  reflecting  increases  in  surgical  pathology 
and  selected  laboratory  tests.    The  remainder  of  this  paper  examines  each 
specialty  in  more  detail. 

Genercil  and  Family  Practitioners 

Family  and  general  practitioners  have  been  increasingly  limiting  their 
practice  to  primary  care  services.    In  the  past,  in  many  parts  of  the  country, 
particularly  in  rural  areas,  general  practitioners  frequently  performed  surgery 
and  provided  obstetrical  care.    Table  2  reveals  that  general  and  family 
practitioners  had  $2.2  billion  in  allowed  charges  from  Medicare  in  1988,  with 
less  than  5  percent  represented  by  procedures.    General  and  family 
practitioners  clearly  contributed  little  to  the  overall  growth  in  Medicare 
spending  between  1985  and  1988.    The  number  of  services  increased  by  only  3.1 
percent  and  allowed  charges  by  7.7  percent  per  year,  barely  more  than  the 
growth  in  enrollment  and  reimbursement  rates.    Most  Medicare  revenues  of 
general  and  family  practitioners  come  from  office  and  hospital  visits  and  other 
evaluation  and  management  services.    There  was  very  little  growth  in  these 
services  during  this  period.    There  was  a  decline  in  the  number  of  hospital 
visits  and  a  small  increase  in  allowed  charges.    The  fastest  growing  type  of 
service  for  family  and  general  practitioners  was  emergency  room  care,  which 
grew  at  annual  rates  of  23.1  percent  per  year  during  this  period.    However,  the 
more  detailed  procedure-level  data  provided  in  Table  A. 2  in  the  appendix, 
suggests  evidence  of  upcoding,  that  is,  increasing  use  of  higher  paying  codes 
by  family  and  general  practitioners.    As  we  will  see,  this  is  also  true  of 
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other  physician  specialties.    The  other  particularly  important  type  of  service 
for  family  and  general  practitioners  is  laboratory  tests.    Laboratory  tests 
comprise  23.7  percent  of  the  services  provided  by  family  and  general 
practitioners  and  accounted  for  7.2  percent  of  allowed  charges.    The  number  of 
laboratory  tests  increased  by  14.3  percent  per  year  and  allowed  charges  by  16.3 
percent  during  this  period.    Other  tests,  such  as  electrocardiograms,  were  also 
important,  accounting  for  5.8  percent  of  allowed  charges;  allowed  charges  for 
other  tests  grew  by  13.4  percent  per  year  between  1985  and  19.88. 

Internal  Medicine 

Internal  medicine  specialists  had  $4.3  billion  in  allowed  charges  in  1988, 
the  highest  of  any  physician  specialty  (Table  3).    However,  the  growth  in  their 
allowed  charges  was  relatively  slow  by  comparison  with  other  than  GP/FP 
physicians.    The  types  of  services  provided  by  internal  medicine  bear 
considerable  similarity  to  that  of  general  and  family  practitioners.    All  but 
three  of  the  top  sixteen  services  provided  by  internists  were  evaluation  and 
management  services  (Table  A. 3);  the  exceptions  were  two  electrocardiogram 
codes  and  chest  x-ray.    Not  surprisingly,  hospital  visits  are  relatively  more 
important  (than  for  general  and  family  practitioners)  in  terms  of  services,  and 
clearly  more  dominant  in  terms  of  allowed  charges,  than  are  office  visits. 
Also,  for  internists,  consultations  account  for  5.9  percent  of  allowed  charges, 
and  endoscopies  5.8  percent.    As  with  general  and  family  practitioners, 
laboratory  tests  are  an  important  source  of  revenue  accounting  for  24.7  percent 
of  services  and  6.0  percent  of  allowed  charges.    Finally,  other  tests  account 
for  8.4  percent  of  allowed  charges. 

While  office  and  hospital  visits  account  for  more  than  half  of  internists' 
revenues,  they  have  been  growing  at  very  slow  rates.    The  number  of  office 
visits  increased  by  5.3  percent;  hospital  visits  by  less  than  1  percent. 
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Table  A. 3  also  indicates  evidence  of  upcoding,  the  increasing  use  of  higher 
procedure  codes  among  internists.    The  allowed  charges  for  most  types  of 
services  provided  by  internists  did  not  increase  at  particularly  rapid  rates. 
The  exceptions  are  endoscopies,  which  increased  by  12.6  percent,  and 
sonographic  imaging  procedures,  which  increased  by  23.9  percent  (although 
accounting  for  only  1.9  percent  of  revenue). 

Cardiology 

Cardiology,  as  mentioned  earlier,  is  one  of  the  fastest  growing 
specialties  in  Medicare,  with  allowed  charges  increasing  at  annual  rates  of 
21.3  percent  (Table  4).    Allowed  charges  for  cardiologists  amounted  to  $1.8 
billion  in  1988,  making  cardiology  the  fourth  highest  in  terms  of  Medicare 
payments.    Office  and  hospital  visits  together  comprise  about  43  percent  of  all 
services  provided  by  cardiologists.    Other  tests  comprise  another  32.2  percent 
of  services.    However,  distribution  of  charges  is  very  different.  Hospital 
visits  account  for  20.6  percent  of  allowed  charges.    Cardiovascular  procedures 
accounted  for  15.3  percent  of  cardiologists'  allowed  charges,  much  attributable 
to  coronary  angioplasty.    Sonographic  imaging,  e.g.,  echocardiography, 
accounted  for  10.4  percent.    Imaging/procedures,  primarily  cardiac 
catheterizations,  accounted  for  13.9  percent.    Other  tests — electrocardiograph 
monitoring  and  other  cardiovascular  tests — accotmted  for  17.8  percent. 

Allowed  charges  for  all  of  these  types  of  services  have  increased  at 
doiible-digit  rates.    Allowed  charges  for  office  and  hospital  visits  increased 
at  17  and  15  percent,  respectively.    Cardiovascular  procedures,  again  primarily 
due  to  the  growth  in  coronary  angioplasty,  increased  at  21.9  percent. 
Sonographic  imaging  increased  at  38.2  percent.    Imaging/procedures  increased  by 
29.7  percent  and  other  tests  by  21.5  percent. 
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Gastroenterology 

Gastroenterology  is  the  fastest  growing  specialty  in  Medicare,  with 
allowed  charges  amounting  to  $608.8  million  in  1988  (Table  5).    The  growth  in 
allowed  charges  for  gastroenterologists  averaged  21.7  percent  between  1985  and 
1988.    Most  of  this  growth  is  accounted  for  by  the  increasing  availability  of 
fiber-optic  procedures.    Even  though  gastroenterology  is  a  medical  specialty, 
most  of  the  revenues  by  this  specialty  come  from  procedures.  Endoscopies 
account  for  65.9  percent  of  all  allowed  charges,  v^ereas  gastroenterologists 
received  only  12.4  percent  of  their  revenues  from  hospital  visits  and  another 
8.4  percent  from  consultations,  much  lower  than  for  other  medical  specialists. 
The  growth  in  allowed  charges  from  endoscopies  for  gastroenterologists  was  25.6 
percent  per  year.    The  large  increases  were  consistent  across  several 
gastroenterological  procedures,  i.e.,  upper  GI  endoscopies,  colonoscopies,  and 
sigmoidoscopies . 

Psychiatry 

Psychiatrists  had  $350.4  million  in  allowed  charges  in  1988  (Table  6). 
Allowed  charges  for  psychiatrists  increased  at  almost  14  percent  per  year. 
Most  of  the  revenues  of  psychiatrists  came  from  specialist  evaluation  and 
management  services,  that  is,  psychotherapy  and  psychiatric  diagnostic  exams. 
Specialist  evaluation  and  management  services  accounted  for  64.4  percent  of 
psychiatrists'  services  and  62.2  percent  of  allowed  charges.    These  services 
increased  by  7.6  percent  per  year,  while  allowed  charges  increased  by  14.4 
percent.    Psychiatrists  also  had  increases  in  allowed  charges  for  hospital 
visits  and  consultations  of  more  than  13.0  percent  per  year.    The  more  rapid 
increase  in  allowed  charges  relative  to  growth  rates  for  services  reflects 
increases  in  average  charges;  there  was  less  evidence  of  upcoding  than  for 
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other  specialties.^     The  faster  than  average  annual  growth  rate  in  allowed 
charges  for  psychiatry  could  be  attributable  to  the  increase  in  the  diagnoses 
of  Alzheimer's  disease,  depression,  and  other  psychiatric  problems  of  the 
elderly. 

Other  Medical  Specialists 

Other  medical  specialists  had  $1.2  billion  in  allowed  charges  in  1988 
(Table  7);  32.3  percent  of  allowed  charges  for  other  specialists  came  from 
hospital  visits  and  another  14.8  percent  from  consultations.    This  is  not 
surprising  since  other  medical  specialists  including  endocrinologists, 
neurologists,  oncologists,  and  nephrologists  tend  to  deal  with  sicker  patients 
who  are  frequently  hospitalized.    As  with  other  medical  specialists,  there  is 
also  evidence  of  upcoding  in  the  office  and  hospital  visit  categories. 
Finally,  other  tests  accounted  for  9.7  percent  of  revenues  of  other  medical 
specialists;  for  this  group,  other  tests  include  electroencephalograms  and 
nerve  conduction  studies. 

Allowed  charges  of  other  medical  specialists  grew  by  15.6  percent.  All 
the  major  service  categories  for  other  medical  specialists  increased  at  double- 
digit  rates.    Allowed  charges  for  office  visits  increased  at  annual  rates  of 
17.5  percent;  consultations  grew  by  14.5  percent  and  hospital  visits  by  15.0 
percent.    Other  tests  increased  by  22.9  percent.    Allowed  charges  for  dialysis 
procedures  grew  by  21.2  percent;  much  of  this  may  be  due  to  use  of  local  codes 
or  underreporting  in  the  earlier  years. 


5.  In  addition,  the  HCFA  special  charge  limit  on  outpatient  mental  health  services 
has  been  permitted  to  increase  from  50  percent  of  allowed  charges  over  this 
same  time  period.    The  latter  could  account  for  the  faster  increase  in 
charges  relative  to  services. 
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General  Surgery 

General  surgeons  accounted  for  $1.8  billion  in  Medicare  allowed  charges  in 
1988  (Table  8).    However,  they  had  the  lowest  rate  of  growth  of  allowed  charges 
of  any  specialty.    More  than  50  percent  of  services  provided  by  general 
surgeons  are  evaluation  and  management  services,  though  allowed  charges  are 
considerably  less,    ^^proximately  35  percent  of  allowed  charges  of  general 
surgeons  are  for  major  procedures/other.    Another  19.4  percent  comes  from 
cardiovascular  surgery.    General  surgeons  have  significant  amounts  of  billings 
for  thromboendarterectomies,  coronary  artery  bypass  grafts,  and  aneurism 
repairs;  this  suggests  that  at  least  in  some  areas  of  the  nation, 
cardiovasuclar  surgeons  are  grouped  with  general  surgeons.    Finally,  13.2 
percent  comes  from  ambulatory  procedures/other. 

None  of  the  E/M  or  various  procedure  categories  have  grown  at  particularly 
rapid  rates  except  for  endoscopic  procedures.    The  niimber  of  office  visits  has 
increased  by  only  1.1  percent  per  year,  while  hospital  visits  declined  by 
almost  6  percent  per  year.    Allowed  charges  for  office  visits  grew  by  only  7.5 
percent  and  hospital  visits  by  0.6  percent  per  year.    General  surgeons, 
however,  are  increasingly  performing  endoscopy  procedures.    Allowed  charges  for 
endoscopies  performed  by  general  surgeons  increased  at  average  annual  rates  of 
14.5  percent.    Among  individual  procedures,  the  number  of  mastectomies 
increased  by  11.4  percent  and  allowed  charges  for  mastectomies  grew  by  14.5 
percent.    This  most  likely  reflects  increased  diagnoses  of  breast  cancer.  Most 
other  major  procedures  performed  by  general  surgeons  (e.g.,  cholecystectomies, 
hernia  repairs,  and  colectomies)  did  not  experience  significant  growth. 
Vascular  surgeons  are  included  under  general  surgery;  thus,  thromboendartorectomy 
and  aneurism  repair  are  important  procedures  for  general  surgeons.    In  some 
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markets,  these  procedures  are  done  by  general  surgeons,  and  elsewhere  by 
vascular  surgeons.    These  procedures  tended  to  decline  in  importance. 

Ophthalmology 

Ophthalmologists  accounted  for  $3.2  billion  of  Medicare  allowed  charges  in 
1988,  or  about  15  percent  of  the  total  physician  allowed  charges  (Table  9). 
Almost  75  percent  of  the  services  provided  by  ophthalmologists  were  evaluation 
and  management  services— either  office  visits  or  specialist  evaluation  and 
management  services.    However,  71.5  percent  of  ophthalmologists'  allowed 
charges  came  from  ambulatory  procedures/eye;  only  16.3  percent  of  allowed 
charges  came  from  specialist  evaluation  and  management  services.    Not  only  are 
ophthalmologists  the  second  most  important  specialty  in  Medicare,  in  terms  of 
absolute  dollars,  they  are  also  one  of  the  fastest  growing,  with  allowed 
charges  increasing  by  14.8  percent.    This  growth  is  in  spite  of  the  various 
reductions  in  fees  for  overpriced  procedures  in  1988,  limits  on  interocular 
lens  charges  that  can  be  passed  through  (effective  July  1988),  and  limits  on  A- 
mode  ophthalmic  service  fees  (effective  April  1988).    The  number  of  allowed 
charges  for  specialist  evaluation  and  management  services  increased  at  56.0  and 
22.3  percent  per  year,  respectively.    These  consist  of  ophthalmological  exams 
and  diagnostic  evaluations;  the  growth  in  these  services  is  considerably  faster 
than  the  growth  in  ophthalmological  surgery.    Allowed  charges  for  eye  surgery 
increased  at  16.8  percent  per  year. 

The  most  dominant  procedure  in  all  of  Medicare  is  the  extracapsular 
cataract  removal  with  insertion  of  lens.    This  accounted  for  46.5  percent  of 
all  allowed  charges  for  ophthalmologists  and  grew  at  annual  rates  of  29.2 
percent.    In  part,  this  replaced  alternative  cataract  removal  procedures,  but 
the  overall  growth  nonetheless  was  still  extraordinary.    Other  ophthalmological 
surgery  procedures,  e.g.,  trabeculoplasty  and  discission  of  secondary 
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membraneous  cataracts,  both  also  increased  very  rapidly  during  this  period. 
The  latter  (CPT  code  66831)  reflects  a  new  technique  using  laser  surgery  to 
remove  the  secondary  membraneous  cataract;  by  1988  it  had  almost  completely 
replaced  the  incisional  procedure  (CPT  code  66830). 

Orthopedic  Surgery 

Orthopedic  surgeons  accounted  for  $1.3  billion  in  Medicare  allowed 
charges,  the  third-ranking  surgical  specialty  in  absolute  Medicare  dollars 
(Table  10).    Orthopedic  surgeons  receive  55.5  percent  of  Medicare  revenue  from 
major  orthopedic  procedures.    Another  8.5  percent  of  revenue  is  derived  from 
ambulatory  procedures.    Office  visits  (8.9  percent)  and  standard  imaging  (8.4 
percent)  were  also  important.    The  fastest  growing  type  of  service  was 
fiberoptic  procedures  (30.1  percent),  reflecting  the  growth  in  arthroscopic 
knee  procedures.    The  number  of  these  procedures  increased  by  41.5  percent  and 
allowed  charges  by  47.7  percent.    Major  orthopedic  procedures  increased  by  9.2 
percent  and  ambulatory  procedures  by  9.7  percent.    The  most  important 
individual  procedure  was  knee  replacements,  where  allowed  charges  grew  at  18.5 
percent,  siibstantially  faster  than  outlays  on  hip  replacements  during  this 
period.    There  are  a  number  of  hip  procedure  codes,  several  of  which  changed 
during  the  1985-1988  period.    In  the  aggregate,  allowed  charges  for  all  hip 
replacement  procedures  increased  by  9.3  percent  between  1985  and  1988. 

Thoracic  Surgery 

Thoracic  surgeons  had  $842.1  million  in  Medicare  allowed  charges  in  1988 
(Table  11).    Thoracic  surgeons  derive  most  of  their  Medicare  income  from 
cardiovascular  procedures.    Thoracic  surgeons  perform  coronary  artery  bypass 
grafts,  thromboendartorectomies,  aneurism  repairs,  and  pacemaker  insertions. 
During  this  period,  the  nijmber  of  major  cardiovascular  procedures  increased  by 
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9.4  percent,  and  allowed  charges  for  major  cardiovascular  procedures  increased 
by  14.4  percent.    There  are  several  coronary  artery  bypass  graft  (CABG)  codes, 
reflecting  the  nuinber  of  arteries  affected.    The  most  common  CABG  procedures, 
grafts  of  between  two  and  five  arteries,  increased  by  13.8  to  17.3  percent. 
Allowed  charges  for  these  four  procedures  increased  by  16.8  to  19.6  percent  per 
year.    In  contrast,  the  nuinber  of  pacemaker  insertions  was  relatively  stable 
over  the  period. 

Urology 

Urologists  accounted  for  $900.5  million  in  Medicare  physician  allowed 
charges  in  1988  (Table  12).    Allowed  charges  for  urology  procedures  increased 
by  9.6  percent  during  this  period.    Urologists  derive  41  percent  of  their 
Medicare  revenue  from  major  procedures/other,  and  21.1  percent  from  endoscopy 
procedures,  i.e.,  cystourethroscopy.    Major  procedures/other  increased  by  only 
4.8  percent,  reflecting  the  very  slow  rate  of  growth  in  transurethral  resection 
of  the  prostate  (TURP)  procedures.    The  number  of  TURPs  increased  by  only  1.6 
percent  and  allowed  charges  by  only  3.7  percent.    Thus,  the  dominant  procedure 
for  this  specialty  increased  at  about  the  same  rate  of  growth  for  new  Medicare 
beneficiaries.    Cystourethroscopy  procedures,  however,  v^ich  are  more 
discretionary  in  nature,  increased  at  significantly  faster  rates.    The  number 
of  procedures  increased  by  7.8  percent  and  allowed  charges  by  13.5  percent. 
Urologists  also  had  increases  in  allowed  charges  from  office  visits  of  about 
14.2  percent  and  in  ambulatory  procedures/other  at  about  15.7  percent.  The 
latter  reflects,  in  part,  the  introduction  and  significant  growth  in 
extracorporeal  shock  wave  lithotripsy.    The  number  of  lithotripsy  procedures 
increased  from  approximately  1200  to  almost  18,000,  and  allowed  charges 
increased  from  $1.1  million  to  $16.8  million. 
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Dermatology 

Dermatologists  had  allowed  charges  of  $443.0  million  in  1988  (Table  13). 
Allowed  charges  for  dermatologists  increased  by  14.1  percent.  Dermatologists 
derived  31.8  percent  of  their  Medicare  revenue  from  ambulatory  procedures/other 
and  37.5  percent  from  minor  procedures.    Allowed  charges  for  ambulatory 
procedures  increased  by  12.8  percent  and  minor  procedures  grew  by  18.4  percent. 
Finally,  office  visits,  which  accounted  for  18.2  percent  of  allowed  charges, 
increased  by  14.0  percent.    The  high  growth  rates  for  dermatology  may  reflect 
the  fact  that  as  the  population  ages  more  individuals  are  developing  various 
skin  cancers  and  lesions  from  aging,  as  well  as  increasing  awareness  of  the 
possibility  of  skin  cancers. 

Other  Surgicgd  Specisdties 

Other  surgical  specialties  include  neurosurgeons,  otolaryngologists,  and 
obstetrician/gynecologists  (Table  14).    As  a  group,  other  surgical  specialties 
accounted  for  $910.8  million  in  1988.     The  most  important  services  for  this 
group  were  office  visits,  major  procedures/other,  and  ambulatory 
procedures/other.    These  accounted  for  16.4,  31.6,  and  17.1  percent  of  charges 
provided  by  this  group  in  1988.    In  conparison  with  other  surgical  specialties, 
this  residual  group  did  not  have  a  particularly  rapid  rate  of  growth  in  allowed 
charges.    The  growth  rates  for  major  procedures/other  and  ambulatory 
procedures/other,  however,  were  11.3  and  12.1  percent,  slightly  faster  than  the 
growth  rate  for  these  types  of  services  on  average.    The  fastest  growing 
services  for  other  surgical  specialties  were  minor  procedures,  which  increased 
by  15.5  percent  and  endoscopies  which  increased  by  15.9  percent. 
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Multi-Specialty  Clinics 

Multi-specialty  clinics  accounted  for  $1.6  billion  in  1988  (Table  15).  As 
one  might  expect,  multi-specialty  clinics  provide  services  across  a  broad  array 
of  types  of  services.    Office  and  hospital  visits  were  the  most  important, 
accounting  for  12.8  and  11.5  percent  of  allowed  charges  in  1988.    Next  in 
importance  were  standard  imaging,  emergency  room  services,  and  other  tests.  As 
a  group,  multi-specialty  clinics  had  an  overall  growth  rate  of  14.3  percent  per 
year.    Several  types  of  services  increased  rather  rapidly  for  multi-specialty 
clinics.    Allowed  charges  for  imaging  increased  by  51.8  percent  per  year, 
sonography  by  31.1  percent,  and  imaging/procedures  by  22.2  percent.  Standard 
imaging,  emergency  room  services,  and  specialist  evaluation  and  management 
services  also  increased  very  rapidly. 

Radiology 

Radiologists  had  $2.4  billion  in  Medicare  allowed  charges  in  1988,  thus 
ranking  third  behind  internal  medicine  and  ophthalmology  (Table  16).  This 
group  includes  radiation  therapists  as  well  as  all  other  radiologists.    As  a 
result,  oncology  services  as  well  as  various  imaging  procedures  are  important 
for  this  group  even  though  they  are  performed  by  significantly  different  types 
of  physician  practices.    Oncology  services  account  for  14.8  percent  of  allowed 
charges  of  radiologists.    Oncology  services  increased  by  only  2.8  percent  but 
allowed  charges  grew  by  16.4  during  the  period;  some  of  the  differential,  but 
by  no  means  all,  reflects  upcoding. 

Standard  imaging  accounted  for  73.7  percent  of  all  services  performed  by 
radiologists  and  42.3  percent  of  allowed  charges.    Standard  imaging,  however, 
increased  by  only  9.4  percent.    The  exception  to  the  low  growth  rates  for 
standard  imaging  was  mammographies,  where  services  increased  by  42.6  percent, 
and  allowed  charges  increased  by  49.1  percent.    This  is  clearly  due  to 
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increased  beneficiary  awareness  since  the  Medicare  mainmography  screening 
benefit  was  not  effective  until  January  1,  1991.     (Thus  the  increase  came  in 
spite  of  lack  of  Medicare  payment  specifically  for  screening  purposes.)  The 
bottom  line,  however,  was  that  the  high  growth  rate  for  radiologists  was  not 
attributable  to  routine  x-rays.    Most  of  the  growth  for  radiologists  was  due  to 
technological  innovation  in  advanced  imaging  and  sonography.    Advanced  imaging 
procedures  increased  by  11.1  percent  per  year  and  allowed  charges  by  30.8 
percent,  reflecting  the  introduction  of  MRIs,  a  significantly  more  expensive 
technology  than  CT  scans.    A  wide  range  of  CT  scan  procedures  increased 
rapidly.    Allowed  charges  increased  by  15  to  25  percent  per  year.  Magnetic 
resonance  imaging  of  the  orbit  face  and  neck  increased  from  about  8,000  in  1985 
to  almost  177,000  in  1988.    The  result  was  that  allowed  charges  for  this  one 
procedure  alone  increased  from  about  $200,000  to  $57.4  million  in  1988. 
Finally,  allowed  charges  for  ultrasound  procedures  increased  by  19.4  percent 
per  year. 

Pathology/Laboratory 

Pathology  and  laboratory  services  accounted  for  $1.3  billion  in  Medicare 
allowed  charges  in  1988  (Table  17).    Allowed  charges  for  these  services 
increased  by  17.7  percent  during  this  period.    Pathology  and  laboratory 
services  are  divided  predominantly  into  specialist  evaluation  and  management 
services,  i.e.,  surgical  pathology  and  laboratory  tests.    The  specialist 
evaluation  and  management  services  accounted  for  24.1  percent  of  allowed 
charges.    Laboratory  tests  accounted  for  about  68  percent  of  all  allowed 
charges.    Both  categories  increased  dramatically — specialist  evaluation  and 
management  services  by  20.4  percent  and  laboratory  tests  by  18.8  percent.  The 
specialist  evaluation  and  management  growth  reflects  increases  in  all  of  the 
major  surgical  pathology  procedure  codes.    Growth  in  laboratory  tests  was  not 
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